This paper provides a comprehensive examination of corporate responses to financial distress during an economy-wide crisis, specifically through the restructuring of assets (through asset sales, mergers, or liquidations) and/or liabilities. Using firm-level data from five countries hardest hit by the East Asian financial crisis of 1997-98, this study contrasts the effects that financial and corporate governance variables have on restructuring choices. The study finds that, during a crisis, financial constraints and corporate governance each have a large effect on restructuring choices.
economic growth, but also can significantly forestall innovation and entrepreneurship. Typically, deleveraging involves creditor workouts and/or asset sales. In the former, a firm renegotiates repayment of its obligations; in the latter, a firm uses the proceeds from divestiture to repay debt. Firms often use multiple means to successfully reduce financial distress.
We use company-level data from the East Asian crisis of 1997-98 to study the deleveraging process and the determinants of corporate responses to distress. This example is relevant for several reasons. First, it allows us to study a large sample of distressed firms in different countries affected by the crisis. Second, as elaborated below, it allows us to study both the financial and nonfinancial determinants of corporate responses. Third, with the benefit of hindsight, it allows us to study firms that have experienced significant financial distress (both economy-wide and firmlevel) followed by a strong recovery. Such success is in contrast to the experience of some countries recurrently affected by crises, especially those in Latin America, which have relapsed into economic distress.
BACKGROUND F
inancial crises are widely believed to have long-lasting effects. Typically, recovery involves deleveraging from significant increases in debt incurred during the buildup to the crisis. On the one hand, widespread defaults on household debt may be at center stage of such crises, as in the ongoing financial crisis in the United States. On the other hand, as Reinhart and Rogoff (2009, p. 251) point out, "it may be worthwhile to consider widespread corporate default as yet another variety of crisis." Such crises manifest as large-scale corporate defaults, as happened during the East Asian financial crisis of 1997-98. This paper studies corporate responses to economy-wide and firm-level distress, specifically efforts to restructure (deleverage) in the aftermath of a financial crisis.
Understanding the determinants of firms' responses in the wake of a financial crisis is important for reducing the costs of a financial crisis. Deleveraging can be a costly, laborious process by which firms repay or draw down debt. It not only has adverse effects on employment and A firm in financial distress typically cannot meet its debt repayment obligations using its liquid assets. Unless its performance recovers, the distressed firm is likely to default on its debt, which could lead to a formal bankruptcy filing, a dismissal of management personnel, and possibly liquidation of the firm (e.g., see Gilson, 1989) . To avoid such actions, firms typically respond by restructuring their assets (by fire sales, mergers, acquisitions, or capital-expenditure reductions), liabilities (by restructuring bank loans or public debt and through injections of new capital from outside sources), or both. Although corporate responses to economy-wide and firm-level distress are essentially the same, it is possible that the determinants of these responses differ under the two conditions.
Although firms have several restructuring options, most of the literature on firms in distress has focused on a given type of response to distress (and the costs thereof), primarily for U.S. firms. 1 We could find only two exceptions. The first is a paper by Asquith, Gertner, and Scharfstein (1994) in which the authors provide a comprehensive analysis of several different forms of financial restructuring. They find that the structure of a firm's liabilities is the most important determinant of its response to financial distress, while performance-related variables have no explanatory power. Their paper focuses on corporate responses under firm-level rather than economywide financial distress. The second exception is a recent paper by Atanassov and Kim (2006) . They take a broader approach-across several countries-and look at the determinants of asset sales, layoffs, and managerial turnover in response to firm-specific distress. Their study focuses primarily on regulatory variables; they argue that the restructuring option chosen depends largely on the degree of investor protection and labor laws in a given country.
Despite the macroeconomic implications of an economy-wide financial crisis, we know of no comprehensive study that explores the specific ways firms-including U.S. firms-try to avoid liquidation during an economic downturn. This is an important distinction between our paper and other related work on corporate restructuring under financial distress. 2 In particular, we focus on the aftermath of the East Asian crisis of 1997-98 in the economies of Indonesia, Malaysia, the Philippines, South Korea, and Thailand. These five countries are widely believed to be those most affected by that crisis (Radelet and Sachs, 1998) . This particular focus allows us not only to study corporate responses when all companies face an economy-wide crisis but also to compile and compare the determinants of corporate responses for companies that face firm-level distress during a period of economy-wide distress.
An important distinction of this study is that we contrast two sets of determinants of corporate responses to financial distress: (i) governance variables and (ii) capital structure and performance variables. We specifically investigate the role of business groups and family ownership, which represent the prevalent form of corporate control outside Anglo-Saxon systems. In East Asia, most large firms are closely held conglomerates-structured as business groups-as opposed to the widely held corporations that prevail in the United States and United Kingdom (La Porta, Lopez-de-Silanes, and Shleifer, 1999; and Claessens, Djankov, and Lang, 2000) . Given that during our study period the control of corporate assets was concentrated in the hands of a few wealthy families (organized as groups), it would be instructive to know whether group affiliation and ownership type played any role in the resolution of the financial distress of these firms. For example, earlier work by Lang, Poulsen, and Stulz (1995) shows that, absent financial distress, entrenched U.S. managers engage in suboptimal divestiture decisions when such practice allows them to pursue their personal goals. More recently, Faccio, Masulis, and McConnell (2006) show that politically connected (typically family) firms are especially likely to receive a bailout from their home government during a crisis.
An important consideration in the resolution of distress involves the negotiations between the distressed firm and its creditors. Banks are often part of business groups and known to give firms affiliated with the group, particularly firms in distress, preferential access to capital. This is partly because group affiliation lessens capital-market frictions. 3 This makes bank-led creditor workouts easier for group-affiliated firms. 4 Moreover, conglomerates often provide sufficient cross guarantees to bail out troubled members within their group. 5 Group affiliation therefore dilutes the information available to an outside creditor. In a crisis situation, this opacity may help groupaffiliated firms by creating a greater likelihood of creditor bailouts. Kim (2004) specifically argues that conglomeration is a device designed by firms to maximize the chance of bailout in the event of a default on their bank loans. His model demonstrates that a bank has more difficulty inferring the quality of members within a business group than that of stand-alone firms because intergroup loan guarantees prevent a bank from knowing whether a payment is from the borrower or from other firms in the group. Consequently, the bank is more likely to liquidate a freestanding firm than an otherwise identical group-affiliated firm. Our study provides an opportunity to determine whether this theoretical hypothesis holds true in practice.
Regarding capital structure, it is known that debt has been the primary source of external financing in East Asia and that some corporations were highly leveraged. In a world of unavoidable bankruptcy costs, the characteristics of a firm's capital structure influence the likelihood of bankruptcy and the magnitude of the costs incurred (Senbet and Seward, 1995) . An additional feature of Asian economies is that firms had incentives to delay debt, operational restructuring, and even repayment of loans because of weak foreclosure and bankruptcy laws in their given countries. Bankruptcy reforms were necessary not only to ensure actual firm failures but also to enable creditors and debtors to reach out-of-court settlements (see Claessens, Djankov, and Mody, 2001 , for details).
We examine financial responses to economywide distress for 622 firms from the five Asian countries most severely affected by the East Asian financial crisis of 1997-98. The responses were recorded over a six-year period from 1998 to 2003. Of the total responses, restructuring liabilities through creditor workouts emerges as firms' mostfavored response (21.86 percent), followed by asset sales (14.63 percent), which include the selling of divisions and the reduction of property, plant, and equipment holdings. Mergers and acquisitions are third (3.9 percent). Only 10 firms in our sample were liquidated over the sample period.
We use duration analysis to examine the determinants of three responses to distress: (i) asset sales, (ii) creditor workouts, and (iii) mergers and acquisitions. In particular, we adopt a stratified Cox relative risk hazard model using time-varying covariates to determine the hazard of each response. There are several advantages to adopting this framework for our regression analysis. First, unlike more commonly used discreteoutcome models, hazard models use data more efficiently by explicitly incorporating information about the timing of alternative responses. Second, this framework allows a firm to have multiple responses, even within the same year, as seen in the data. Third, this method allows covariates, especially financial variables, to vary with time. Fourth, our estimation procedure allows us to 1 2 9 3 The literature on relationship banking documents that asymmetric information problems make it difficult for a firm to initiate a lending relationship with a bank while hold-up problems make it difficult for firms to switch banks. Such problems are mitigated if both the bank and firm are part of the same conglomerate. 4 Morck, Wolfenzon, and Yeung (2005) argue that pyramid firms can also enjoy cheaper access to capital than freestanding firms even when banks are not part of the pyramid group. This could occur either because apex firms of the group can serve as banks or because the superior bargaining power of such conglomerations reduces rent-seeking by outside banks. check for robustness using data conditional on firm-level distress. In addition, stratifying our sample by country allows us to control for countrywide differences in institutions (i.e., the rules, practices, and organizations that govern the economy).
Our results are as follows. We find that financial and governance variables influence the response hazard but their influence varies with each response. The creditor workout hazard decreases with increases in the proportion of intangible assets or the interest coverage ratio. The asset sale hazard increases with firm size, while the merger hazard increases with a firm's earning potential (return on equity [ROE] ). In addition, the asset sale hazard decreases but the merger hazard increases with higher concentrations of ownership. However, both effects are largely attributable to large blockholders not involved with management. Finally, political connections and group affiliation each increase the hazard ratios for all three responses. Not ably, group affiliation has the largest effect on the merger hazard. Moreover, group affiliation increases the hazard of creditor workouts, which supports the theory of conglomeration advanced in Kim (2004) .
DATA SOURCES AND DEFINITIONS OF VARIABLES

Financial Data and Corporate Distress
This paper uses firm-level data for the five countries most severely affected by the East Asian financial crisis of 1997-98: Indonesia, Malaysia, the Philippines, South Korea, and Thailand. Firms in these countries were selected on the basis of three criteria. First, the financial data for each firm had to be reported in the Worldscope database, which is the primary source for accounting data. Unless otherwise noted, we use company financial reports from the Worldscope database between 1993 and 2002. Second, each firm had to be included in the ownership dataset compiled by Claessens, Djankov, and Lang (2000) (further detailed below). Third, the primary business segment of each firm could not be in financial services-that is, not in the Standard Industrial Classification (SIC) 6000-6999. Excluding all unleveraged companies, the final sample consists of 622 firms. In general, the sample is representative of larger firms that trade on the major stock exchanges in each country.
Using firm-level financial data, we classify a firm as "financially distressed" 6 if the company had any year with (i) earnings before interest and taxes (EBIT) less than its reported interest expense or (ii) operating income less than its reported interest expense. 7 Accordingly, we define a dummy variable at the firm level, distress, that takes the value 1 if for any year either of these two conditions is satisfied. Using this definition, 458 of 622 firms are classified as distressed.
At first glance, it appears that such a strong selection condition could impose a bias in our sample selection and classify most of the firms in our sample as distressed. However, it is important to understand that, while our criterion for classification captures a firm's inability to make its interest payments for a given year, it does not include criteria that would measure its potential to pay down its stock of debt. This becomes relevant when comparing distressed versus nondistressed firms because distressed firms appear to be highly leveraged. Table 1 shows that both measures of leverage-the debt-to-asset ratio and the debt-to-equity ratio-are significantly higher for distressed firms. The debt-to-asset ratio is the ratio of a firm's total liabilities to its total assets, and the debt-to-equity ratio is the ratio of a firm's total liabilities to its common equity. That distressed firms are more highly leveraged can be viewed as reaffirmation of the distinction between distressed and nondistressed firms.
Following the abundant literature on responses to financial distress, we list the finan- 6 Any measure of distress would need to use a financial metric and is likely to be arbitrary. However, this distinction at the firm level is largely to select a subset of firms to make a distinction between economy-wide distress and firm-level distress. As our robustness check results reveal later, the distinction does not appear to be important in our sample. 7 Operating income is the difference between operating revenues and operating expenses, as opposed to nonoperating income, which is attributed to the portion of an organization's income that is derived from activities not related to its core operations. EBIT is the sum of an organization's operating and nonoperating income.
cial variables (ratios) deemed important determinants of responses to distress. A significant indicator of distress is the interest coverage ratio (Asquith, Gertner, and Scharfstein, 1994) . It is computed as EBIT divided by the total interest payable. The interest coverage ratio is a measure of a company's ability to honor its debt payments. 8 In addition, Brown, James, and Mooradian (1994) show that performance is the most important predictor of bankruptcy and reorganization. As a proxy for the company's accounting performance, we use a standard financial ratio, ROE. We also control for market expectations of recovery through the variable market value/book ratio (MB ratio), which is the market value of equity (ordinary and preferred) plus the book value of total debt divided by the book value of total assets (Gilson, Kose, and Lang, 1990; and Asquith, Gertner, and Scharfstein, 1994) . The book value of total assets is the sum of total current assets, long-term receivables, investments in unconsolidated subsidiaries, other investments, net property, plants, equipment, and other assets. Finally, we also include the variable firm size, which is the log of the company's market capital or total assets measured in thousands of U.S. dollars (USD). We include this variable because (i) the choice for a workout is likely to depend on a company's size and its borrowing capability and (ii) it is widely believed that larger firms have better access to credit markets even when they are constrained (Beck, Demirgüç-Kunt, and Maksimovic, 2008) . Lastly, we include an additional variable, the intangible assets ratio. Gilson, John, and Lang (1990, p. 323) argue that "creditor consent is harder to obtain when there is greater asymmetry in the information used by the stockholders and creditors to value the firm." They also point out that the information asymmetry regarding the value of the firm increases with the proportion of intangible assets because such assets, by their nature, are difficult to value. Therefore, a greater proportion of intangible assets relative to total assets is likely to reduce the willingness of creditors to enter into debt restructuring with the firm. For this reason, we hypothesize that the intangible asset ratio is an important determinant of creditor workouts.
Event Data
As mentioned earlier, both economy-wide distress and firm-level distress can lead firms to make similar responses. We consider only the financial responses listed below and denote these as "events" and "responses" interchangeably. Event data collected for each firm are from the publicly available Asia Pacific News Archives of the Troubled Company Reporter (TCR) on the website of the InterNet Bankruptcy Library (IBL). 9 The TCR reports information related to the financial distress of publicly traded companies worldwide, including regulatory filings, court pleadings, judicial rulings, and press reports. The event data cover the period February 1, 1998 (the date the TCR starts covering distress), to December 31, 2003. The financial responses are classified as (i) creditor workouts, also known as debt restructuring, (ii) asset sales, which include property sales and sales of divisions, (iii) mergers, and (iv) liquidations. In each case, the date (year) of the event is also noted.
We define creditor workouts as agreements between a firm and its creditors to modify any terms of outstanding financial claims (either public or private) currently held against the firm. Common workout methods include one or more of the following: an exchange offer (debt for equity), covenant modification, maturity extension, or interest rate adjustment. The creditor workouts category also includes injections of capital by creditors. 10 In fact, the TCR news archives reveal that workouts were often packaged to include a combination of rescheduling, debtequity swaps, and capital injections by creditors. Also, creditor workouts are the most prevalent event in our sample: 136 companies (21.86 percent) used creditor workouts to successfully restructure their liabilities during the sample period.
Firms also use asset sales to resolve financial distress. Brown, James, and Mooradian (1994) point out that distressed firms primarily use asset sales because of pressure from creditors, often to the detriment of stockholders. 11 In particular, they argue that the probability that asset sales are used to repay debt increases with a firm's leverage and decreases with its operating performance. They also find that firms using asset sales have this distinguishing characteristic: They operate 
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9 The TCR lists data by date; see www.bankrupt.com/TCRAP_Public/index.html. multiple divisions and subsidiaries. As a result, diversified groups are more likely than freestanding firms to use asset sales. Moreover, managers that respond favorably to creditor pressure to undertake asset sales are more likely to retain control of the firm. We find that 91 distressed firms in our sample (14.63 percent) sold part or all of their assets. In addition, 24 firms (3.9 percent) either merged with another company or were acquired. Only 10 firms were liquidated. This may be largely because our sample includes mostly larger firms with better access to capital markets. However, there is an additional reason for the fewer liquidations: Forbearance by creditors is often more likely during an economic crisis (Peek and Rosengreen, 2003) . Naturally, a firm exits our sample if it undergoes a merger, liquidation, or both. The appendix includes articles from the TCR archive for each noted financial response.
Governance Variables
In addition to financial and response variables, this study includes another set of determinants of financial responses-governance factors. We specifically investigate the role of business groups, political connections, and ownership concentration (the prevalent form of corporate control outside Anglo-Saxon systems). For business group affiliation, we use data from Claessens, Djankov, and Lang (2000) , who compile several data sources to identify whether a company is part of a major business group. Following their paper, group affiliation is a dummy variable that takes the value 1 for all companies that are a part of a business group and 0 otherwise. We use the group affiliation variable to study the effect of group affiliation on each response to corporate distress. As mentioned before, Kim (2004) predicts a higher likelihood of a debt workout for group-affiliated than stand-alone firms.
Earlier work by Faccio, Masulis, and McConnell (2006) shows that many Asian firms were owned by key politicians (or people close to them) and frequently received government aid during the crisis. Therefore, we control for a given company having political ties. Following their paper, political connection is a dummy variable that takes the value 1 if at least one of a firm's top directors (CEO, president, vice president, or secretary) or large shareholders (any blockholder controlling at least 10 percent of votes) is a member of parliament, a government minister, or closely related to a top politician or party and 0 otherwise. If these companies receive indirect aid from the government, we would expect not only a higher incidence of workouts, but also more-frequent asset sales (particularly if politicians can exert pressure on prospective buyers). 12 Finally, we include two variables to study measures of ownership concentration largely following Claessens, Djankov, and Lang (2000) and Mitton (2002) , respectively. The first variable is largest blockholder ownership, defined as the ownership percentage (in terms of cash flow rights) of the largest shareholder in the firm. The second variable is summed ownership concentration, defined as the total holding of all shareholders that own 5 percent or more stock, which identifies when ownership is not concentrated with an individual but with a group. To differentiate between ownership blocks held by those involved in management and those held by others, Mitton (2002) uses largest management blockholder concentration and largest nonmanagement blockholder concentration. We also use these governance measures to explain the differences in the modes of each response.
SUMMARY STATISTICS
Tables 1 to 4 report summary statistics. We use annual financial data from 1998 through 2003 to calculate financial variables for each firm over all years for which data are available. In contrast, we calculate governance and ownership variables using pre-crisis data and treat these variables as time invariant due to data limitations. 13 These
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M A R C H / A P R I L 2 0 1 1 1 3 3 12 We refine some of these variables further to distinguish between the types of controlling shareholders (for example, families or governments) and determine whether a firm is part of a group that includes a bank. However, these variables do not explain the likelihood of any of the responses.
statistics are calculated across all firms as opposed to all firm-years. Table 1 shows how firms in distress differ from their nondistressed peers. Our sample includes 622 firms: 458 classified as distressed (according to our definition) and 164 that failed to enter distress at any point during our sample period. As evident from Table 1 , distressed firms tend to be much larger in size-measured in terms of total assets in USD. Not surprisingly, they also tend to be more highly leveraged. On average, a greater proportion of distressed firms are affiliated with business groups or have pyramid ownership. Conversely, a smaller proportion of distressed firms have a political connection or management ownership. Distressed firms with a group affiliation have, on average, fewer firms and banks in those groups. In addition, the average holdings of a firm's largest shareholder are higher for nondistressed than for distressed firms. Table 2 provides country-level summary statistics for the full sample of firms (Panel A) and Table 3 shows the distribution of responses to distress by year for all firms (Panel A) and distressed firms only (Panel B). The onset of the crisis in East Asia was largely during 1997-98. The majority of responses occurred two to three years after the crisis. Not surprisingly, responses peak around the years 2000 and 2001 and decline thereafter. However, we recorded responses through 2003 to include those (such as creditor workouts) that undergo multiple, possibly lengthy rounds of negotiations to reach an agreement (see Appendix A for such an example). Table 4 shows for the full sample (Panel A) and distressed firms only (Panel B) the distribution of the four responses based on firm characteristics. The columns labeled "1" and "0" indicate firms with and without responses, respectively. Tables 1 and 2 for definitions. SOURCE: Data on responses of distressed firms are from the publicly available archives of the IBL website. In Panel A, firm size (measured as total assets in USD) is greater for firms with a response than for those without. The group of firms that responds with mergers has the highest percentage of firms with a group affiliation, management ownership, and pyramid ownership. Firms in this group also tend to have more banks in their business groups on average and the largest average largest blockholder ownership. In contrast, the group of firms that liquidate has the lowest percentage of firms with a group affiliation, political connection, management ownership, and pyramid ownership. Firms in this group also have the lowest percentage of banks in their business groups and the lowest average largest blockholder ownership. Panel B has few qualitative differences from Panel A. Firm size is still larger for firms with a response than those without. The differences between the two panels for group affiliation, political connection, management ownership, and pyramid ownership are around 5 percentage points. One exception is the percentage of firms with management ownership that use asset sales, which decreases 9.22 percentage points, from 68.9 percent for the full sample to 59.68 percent for distressed firms only.
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METHODOLOGY
Our aim is to examine the hazard of corporate responses to financial distress. To understand the determinants of a particular event (response), we estimate a semiparametric hazard regression for the event. The hazard function λ͑t ͒ is the (instantaneous) probability of the occurrence of the event at year t and is given by We assume that the causal processes are different for each event. Our starting point is the relative risk model developed in Cox (1972) , (1) where x is a vector of measured covariates and β is a vector of parameters. 14 The hazard λ͑t|x͒ gives the rate of response per unit time period at time t. This model assumes a baseline hazard, λ 0 ͑t ͒, which is identical for all firms in the sample. The covariates in x influence the overall hazard for each firm through the exponential term in equation (1). The baseline hazard is of unspecified form and, hence, is nonparametric. Along with the parametric exponential form in equation (1), we estimate a semiparametric model. The hazard specification in equation (1) makes it sufficiently flexible to adapt to our problem of corporate responses to financial distress. First, the model allows a firm to make multiple responses even within the same year. Moreover, the occurrence of one such event does not preclude others, except in the case of a merger or liquidation, whereupon the firm exits our sample. 15 We consider three responses to financial distress: creditor workouts, asset sales, and mergers. 16 Liquidations and mergers denote a firm's exit from our sample but, given their obvious differences, we classify them separately. However, we do not analyze liquidations because few occur in our sample; thus, their information content is low and unbiased estimates are unlikely (Hsieh, Manski, and McFadden, 1985) .
Second, the baseline hazard can be allowed to vary in specific subsets of data. Typically, such stratification is useful when some explanatory
Sengupta and Faccio F E D E R A L R E S E R V E B A N K O F S T. LO U I S R E V I E W
M A R C H / A P R I L 2 0 1 1 1 3 7 14 The object of interest in a Cox proportional hazard regression model is the hazard ratio, which can be interpreted as a multiplicative change in the instantaneous probability of delinquency for a marginal change in a particular risk characteristic. It seems that the hazard ratio is analogous to the odds ratio in logistic regressions. Let λ͑t|x͒ be the instantaneous probability of delinquency at year t conditional on other characteristics given by vector x. We can define the estimated hazard ratio (HR) for marginal change in risk characteristic x i as This gives us 15 The case of alternative modes of failure, where the occurrence of a single event removes a bank from risk of the alternative event, is modeled in Wheelock and Wilson (2000) . Our case differs from that of the competing-risk framework used in their study because in our study individual firms can have multiple responses to distress.
16 Given the few liquidations, our estimation does not yield any explanatory power for liquidations per se. variables do not appear to have a multiplicative effect on the hazard function. We take advantage of this feature and stratify by country. In doing so, the population of firms is divided into r strata and the hazard λ k ͑t|x͒ in the kth stratum depends on an arbitrary hazard function, λ 0k ͑t͒, and can be written for k =1,2,…,r as
A stratified Cox hazard model allows us to control for countrywide differences in institutions (i.e., the rules, practices, and organizations that govern the economy). Notably, this estimation technique allows each country to have its own baseline hazard, λ 0k ͑t͒, k = 1,…r, where r is the number of countries in our sample. In this respect, our estimation technique allows us to control for the evolution of such institutional features over time. Third, the model allows covariates to depend on time. With such time-varying covariates, x͑t͒, the relative risk model is of the form (3) for k = 1,2,…,r, where x͑t͒ is the set of covariates. In our case, financial covariates are time varying but governance variables are time invariant. We estimate equation (3) and provide the results below.
Finally, our estimation procedure allows us to check for robustness using data for distressed firms only. Stated differently, we can condition on financial variables to determine whether a firm is in distress and only then include it in our regression sample. Therefore, a firm enters the sample when, at any year within our sample period, the financial condition of the firm indicates distress. Thereafter, the firm remains in our sample unless it disappears because of a merger or liquidation. In this way, we try to ensure that the responses included are only those from distressed firms. It is important to note that these four generalizations do not substantially complicate the estimation of the coefficients (see Wheelock and Wilson, 2000 , for details).
To formalize our estimation procedure, we describe the methodology as follows. Each firm
in the sample is observed at J i different times, t i1 < t i2 < … < t iJ i , with either failure (exit due to merger or liquidation) or censoring occurring at time t iJ i . Here, time refers not to calendar time but to time relative to the date (year) a firm first becomes distressed (the entry of the firm into the sample), so that t i0 = 0, where t i0 is the first date of distress for the ith firm. Financial data used in x͑t͒ corresponding to time t ij , j = 0,…,͑J i -1͒, are assumed to reflect the financial position of the firm i over the interval [t ij < t i ͑j +1͒ ͒. Although the financial data are assumed constant over the given interval, they may vary across the different intervals, making this estimated model time varying. In addition, the set of covariates include governance and ownership variables assumed to be unchanged throughout the sample period.
ESTIMATION RESULTS
As mentioned, the literature on corporate distress includes the study of several financial variables that are important determinants of responses to distress. In this section, we include all relevant financial variables as regressors in our baseline regression specification. To account for systematic variations of financial ratios across industries, we normalize the financial variables for each financial year using their two-digit SIC industry mean (Asquith, Gertner, and Scharfstein, 1994) . Therefore, all movements of financial variables in our estimation should be interpreted as standard deviations (SDs) from their industry means. In addition to financial variables, we use different controls for governance, affiliation, and ownership concentration variables.
The regression results in Tables 5 through 7 report the hazard ratios for the six different specifications considered in this study. Each specification includes the financial variables firm size, MB ratio, ROE, and interest coverage ratio. Table 5 also includes the intangible asset ratio, which is an important proxy for asymmetric information in our regressions for creditor workouts. In addition, each specification also includes additional governance variables: Columns 1 and 2 also include the political connection and group affiliation variables, respectively. Columns 3 through Tables 1 and 2 for additional definitions. Numbers in parentheses are z-statistics; *, **, and *** indicate statistical significance at the 10, 5, and 1 percent levels, respectively.
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NOTE: The intangible asset ratio is the book value of intangible assets divided by the book value of total assets. The MB ratio is the market value of equity (ordinary and preferred) plus book value of total debt divided by the book value of total assets. ROE is shareholder net income divided by the year-end book value of shareholder equity (%). The interest coverage ratio is EBIT divided by the total interest expense. Summed ownership concentration is the sum of all shareholders owning 5 percent or more of the company. Largest management blockholder concentration indicates the largest blockholder is an officer of the firm (Mitton, 2002). Largest nonmanagement blockholder concentration indicates the largest blockholder is not an officer of the firm. See notes for
6 also include the ownership concentration variables: largest blockholder ownership, summed ownership concentration, largest management blockholder, and largest nonmanagement blockholder concentration, respectively. Column 1 of Table 5 reports regression results for the noted financial variables and the political connection dummy variable. For the interest coverage ratio, the point estimate of the regression coefficient is -0.539 and the hazard ratioreported in Table 5 -is obtained by exponenti ating the coefficient as e −0.539 = 0.583. The negative coefficient implies that an increase in the interest coverage ratio from its annual industry (two-digit SIC) mean significantly reduces the hazard of creditor workouts. Stated differently, the 0.583 hazard ratio implies that a 1-SD increase in the interest coverage ratio from its annual SIC twodigit industry mean reduces the creditor workout hazard by 41.7 percent. A similar interpretation can be made for the dummy variable group affiliation. As shown in column 2 of Table 5 , the point estimate of the hazard ratio for group affiliation is 1.580. This means that the creditor workout hazard for a firm with a business group affiliation is 1.580 times (58 percent) greater than that for a firm without a group affiliation.
Creditor Workouts
As shown in Table 5 , two of the five financial variables have significant explanatory power for the hazard of creditor workouts. A 1-SD increase in the intangible asset ratio from its industry mean decreases the hazard of creditor workouts by 0.583 to 0.731 times the hazard of its (industry) mean value. Arguably, creditors were less likely to restructure terms of debt for firms with a greater proportion of intangible assets because there is greater asymmetry in the information stockholders and creditors use to value the firm (Gilson, John, and Lang, 1990) . Not surprisingly, a 1-SD increase in the interest coverage ratio from its industry mean reduces the hazard of creditor workouts by 0.583 to 0.609 times the hazard of its (industry) mean value. Clearly, the greater the ability of a firm to honor its debt payments, the less likely it will restructure its debt. Notably, however, neither firm size (total assets), ROE (earning potential), nor the MB ratio (growth prospects) are significant determinants of creditor workouts.
Governance variables do have significant explanatory power for a firm's decision to restructure its liabilities during financial distress. Group affiliation significantly increases the likelihood of creditor workouts. Firms in a business group are substantially more likely to undertake creditor workouts than their unaffiliated peers. Interestingly, this result provides strong support for the arguments in Kim (2004) . As shown in column 1 of Table 5 , firms with a political connection are 1.688 times more likely than firms without a political connection to engage in creditor workouts. Although these results are in line with earlier studies, such as Faccio, Masulis, and McConnell (2006), they are not statistically significant in our sample. We also use two measures of ownership concentration. Since these measures are expressed in percentage terms, the variables are scaled by 100. Largest blockholder ownership and summed ownership concentration each decrease the likelihood of creditor workouts, but the results are not statistically significant in our sample.
Asset Sales
Not surprisingly, our results in Table 6 also show that firm size is an important determinant of asset sales. A 1-SD increase in firm size from its annual industry (two-digit SIC) mean increases the hazard of asset sales by 1.466 times the hazard of its (industry) mean value. Interestingly, however, other financial variables, such as the proxies for earning potential (ROE), growth prospects (the MB ratio), and debt repayment capacity (the interest coverage ratio), seem to adversely affect the hazard of asset sales.
Although the effects of these financial variables are not statistically significant, the governance variables have significant explanatory power. The hazard of asset sales for firms with a group affiliation or political connection is roughly 1.8 times that of firms without such an affiliation or connection. However, the point estimate for the group affiliation dummy variable is significant at the 10 percent level, whereas that for the political connection is significant at the 5 percent level. Importantly, ownership concentration reduces the hazard of asset sales. A 1 percent increase in largest blockholder ownership reduces the hazard of asset sales by 0.955 times the hazard of its (industry) mean value. Perhaps of greater significance are the differences in the effects of the largest management blockholder and largest nonmanagement blockholder variables. While the former increases the hazard of asset sales, the latter reduces it. Stated differently, we find that the decreased hazard of asset sales from high concentrations of ownership is largely attributable to large blockholders not involved with management. 
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Mergers
As shown in Table 7 , unlike for credit workouts and asset sales, ROE has strong explanatory power for mergers, indicated by the statistically (and economically) significant point estimate of the merger hazard ratio for ROE. A 1-SD increase in ROE from its mean value increases the hazard of a merger by twice the hazard of its (industry) mean value. Since mergers tend to occur among firms with higher operating performance, this finding seems to indicate that the mergers in our sample were not necessarily in response to distress. In addition, some of the governance variables have strong explanatory power for mergers as well. For example, the point estimate of group affiliation is significant at the 10 percent level; thus, group affiliation significantly increases the merger hazard. Both ownership concentration variables also increase the merger hazard by roughly the same amount. A 1 percent increase in either the largest blockholder ownership or the summed ownership concentration increases the merger hazard roughly by 1.06 times. Importantly, as they do for asset sales, largest management blockholder and largest nonmanagement blockholder have opposite effects. The former 
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decreases the merger hazard and the latter increases it. Here, too, we find that the increase in the merger hazard from high concentrations of ownership is largely attributable to large blockholders not involved with management. In summary, we find that financial and governance variables influence the response hazards but these effects depend largely on the type of response. The credit workout hazard decreases with increases in the intangible assets ratio or interest coverage ratio. The asset sale hazard increases with firm size, while the merger hazard increases with ROE. In addition, the asset sale hazard decreases but the merger hazard increases with higher concentrations of ownership. However, both effects are largely attributable to large blockholders not involved with management. Finally, political connections and group affiliation increase all three response hazards. Notably, group affiliation has the largest effect on the merger hazard and group affiliation increases the creditor workout hazard even more.
ROBUSTNESS CHECK
Corporate Distress
Our analysis above characterizes corporate responses to economy-wide distress. In this section, we show that the results are robust to the inclusion of distress at the firm-level only. However, there is an important caveat to this analysis. Since our classification of distressed firms uses firm-level financial data, the use of such criteria imposes a selection bias on the regression analysis. It turns out that our earlier results are robust to this selection bias.
Based on our definition, we classify 458 firms as distressed during the sample period (Panel B of Table 2 ). Panel B of Tables 2 and 3 show the distribution of distressed firms and their responses by country and year, respectively. Not surprisingly, comparison with the distribution for the full sample (Panel A of Tables 2 and 3) shows that most of the responses in the full sample came from distressed firms. Tables 8 to 10 show the determinants of the three hazards, respectively, for distressed firms only. In almost all cases, the results are similar to those for the full sample, which indicates little loss of generality by conditioning on distressed firms only. Our definition of firm-level distress is not without limitations. First, it is dichotomous and does not characterize the degree of financial distress. Therefore, when multiple events are observed for a single firm, we do not differentiate between distress levels for each event. Second, we do not allow firms to switch between the distressed and nondistressed classifications: Per our definition, once a firm is classified as distressed in any given year, it is classified as distressed for all remaining years in our sample period. To the extent that our sample of distressed firms includes firms no longer in distress, our estimates could be biased.
Country-Level Variation
To control for variations in a country's institutions, legal codes, and social patterns of dealing with economic distress, we use a stratified Cox hazard model. This model allows the baseline hazard model to be different for each stratum. An alternative form of estimation is also used by using dummy variables for each country. The results are qualitatively similar and available upon request.
CONCLUSION
This study examines corporate responses to economy-wide and firm-level distress. We adopt a duration analysis framework to study determinants of such responses. We find that financial and governance variables influence the hazard of each response but that these effects depend largely on the type of response. Needless to say, the scope of this study can be broadened further to include countries where corporations did not experience economy-wide distress at the same time as firm-level distress. This would then provide us with a counterfactual to determine how responses to firm-level distress differ between normal times and times of economy-wide distress. Broadening the scope of this exercise to different countries could also allow us to examine how countrywide differences in legal structures and bankruptcy codes affect firm-level responses. The proposed rights issue would involve 144.475 million new shares and the same number of detachable warrants on the basis of one new share with one detachable warrant for each existing share held, to be issued at RM1 per new share. The company's authorised share capital is proposed to be increased from RM500mil, comprising 500 million shares, to RM1.5bil.
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The proposed debt restructuring involves the restructuring of the secured loans, unsecured loans and amounts owing to certain creditors of WIHB, Plaza Rakyat and IBAE. Included in the proposed debt restructuring are the loans and amounts owing by IBAE, a 99.9 percent owned subsidiary of WIHB that is being wound up.
"As WIHB acted as guarantor for the loans of IBAE, the said loans and amounts owing are being restructured together with WIHB and Plaza Rakyat's loans owing," the company said.
As full and final settlement of the loans and amounts owing, Wembley is proposing to issue RM606mil nominal value of Iculs to the secured and unsecured lenders of WIHB, secured lenders of Plaza Rakyat, unsecured lenders of IBAE and the major creditors of WIHB, Plaza Rakyat and IBAE. The RM606mil includes the capitalised interest in respect of the loans, as follows:
• Interest outstanding up to Dec 31, 1998, amounting to RM56mil; and • Further interest accruing from Jan 1 to Dec 31, 1999, on the principal amount after adjusting for the capitalisation of the outstanding interest set out above at an annual interest rate of 7.25 percent, amounting to RM25mil. However, no interest will be capitalised in respect of the amounts owing to the creditors.
The WIHB group's total debts due to the lenders amounts to RM369mil including interest accrued as of Dec 31, 1998, and further interest accruing up to Dec 31, 1999, while the amount due to creditors is RM238mil. It said WIHB group's current prospects lied mainly in a mixed development project comprising a retail shopping complex, office tower, hotels and an integrated transport hub housing the central bus terminal and the Light Rail Transit station known as the Plaza Rakyat project. Plaza Rakyat, the company's wholly-owned subsidiary, is the sole developer of the project. Wembley Industries Holdings Berhad is currently working on a revised proposed debts restructuring scheme and discussions with the company's creditors which include financial institutions are still ongoing. However, as the revised proposed debt restructuring scheme has not been finalized yet, the company could not yet provide details of the scheme. In a separate announcement, pursuant to Section 5 of PN4, on 2 July 2001, the Company submitted an application to the Kuala Lumpur Stock Exchange (KLSE) for an extension of time to obtain all the approvals necessary to implement its plan to regularize its financial condition.
Background
The Wembley Group's present focus is the implementation of the Plaza Rakyat project. Following the liquidation and disposal of several of its principal subsidiaries in 1999 and 2000, the Group's financial viability hinges on the successful outcome of its proposed debt restructuring and rights issue, which was announced in December 1999.
Helmed by subsidiary Clifford Investments Ltd, construction works for the development of the Plaza Rakyat project are currently progressing at a slower pace. The Group is concentrating on the development of the inter-state bus and taxi terminal, the retail podium and the budget hotel while other components such as the office tower, service apartment and a 4-star hotel have been rescheduled and [are] to be undertaken in the near future.
Interim funding from its corporate proposals would enable the Group to expedite the completion of the terminal, podium and hotel and subsequently to generate development profit. As of November 2000, approvals from the SC and Wembley's shareholders are still pending. (iii) proposed increase in the authorized share capital of the Company from the existing RM500,000,000 comprising 500,000,000 ordinary shares of RM1.00 each to 1,500,000,000 comprising 1,500,000,000 ordinary shares of RM1.00 each.
WEMBLEY INDUSTRIES: Proposed
STATUS OF PROPOSED RESTRUCTURING
Applications were submitted to the Securities Commission (SC) and the Foreign Investment Committee (FIC) on 16 December 1999. The FIC had on 26 February 2000 approved the Proposed Debt Restructuring subject to the approval of the SC and that the Bumiputra equity interest in the Company be increased to 30 percent before 31 December 2000. The Company is expected to seek an extension for the compliance upon receipt of the SC's approval for the proposals.
The above proposals are pending the approvals of the SC and the shareholders of the Company. Currently, the Company is working on a revised proposed debt restructuring scheme (Revised Proposed Debt Restructuring) and is in discussion with the Group's banks/creditors. As at the date of this announcement, the details of the proposed debts restructuring scheme have not been finalized yet.
As at to date, five (5) financial institutions, Pengurusan Danaharta Nasional Berhad and two (2) creditors have confirmed that they are agreeable to the Revised Proposed Debt Restructuring subject to, inter-alia, approvals of other creditors. The Company has yet to receive the outstanding approval or consent from a major creditor involved in the Revised Proposed Debt Restructuring.
OTHER MATTERS IN RESPECT OF PRACTICE NOTE N0. 10/2001
On 7 As an affected listed issuer under PN10, the Company must comply with the obligations set out in paragraph 6 of PN10. The Exchange has informed the Company that since the Company is also an affected issuer under PN4, the requirements and obligations of PN4 would prevail over those of PN10. It is expected that the Company's regularization plan would address both its financial condition (PN4) and the level of operations (PN10) to warrant a continuing listing on the Official List. The Company is currently preparing and finalizing its applications for submission to the relevant authorities.
WEMBLEY INDUSTRIES: Finalizes Proposed
The Company is also an affected listed issuer under Practice Note 10/2001 (PN10) of the LR. As such, the Company must comply with the obligations set out in paragraph 6 of PN10. The Exchange has informed the Company that since the Company is an affected issuer under PN4, the requirements and obligations of PN4 would prevail over those of PN10. The proposals announced in the Requisite Announcement would enable the Company to address both its financial condition (PN4) and the level of operations (PN10) to warrant a continuing listing on the Official List. Anam is seeking $2.5 billion either from new loans or via the sale of assets. It has already agreed to sell $600 million in assets (specifically four chip packing plants) to the investors through Solomon Smith Barney and Boston Bank. This $600 million is earmarked to reduce cross debt guarantees amoung Anam's subsidiaries and to repay some debts. The court-approved plan will call for the conversion of the bankrupt logistics company's debts totaling W271.3 billion into equity, while other debts amounting to W416.3 billion will be written off by creditor banks.
WEMBLEY INDUSTRIES: FIC Grants Proposals
KOREA EXPRESS: Court OKs Debt Rescheduling Plan (TCR
Moreover, the company will make repayments on debts worth W778.5 billion to creditor banks, the newspaper reports. Garment maker PT Great River International Tbk has reached an agreement with its creditors for restructuring of debts worth US$172.5 million, IndoExchange reports, citing President Director Sunjoto Tanudjaja's letter to the Jakarta Stock Exchange (JSX).
GREAT RIVER: Reaches
The restructuring will be carried out through a debt-to-equity swap scheme. Part of the debt will be rescheduled for 8 years without any grace period, Tanudjaja added though declined to elaborate the composition of share ownerships after the restructuring.
TCR AP reported May last year that it planned to use its assets as collateral in its proposed debt-restructuring program, which has been signed with the company's creditors. In a disclosure to the local stock exchange, JG corporate secretary Emmanuel C. Rojas, Jr. said the buyers include Triple Dime Holdings, Inc., a Philippine-based affiliate of Cemex.
A.3 Examples of Asset
The Gokongwei-owned cement firm, which used to hold 99.9 percent stake in Apo, divested its equity and debt interests to Triple Dime for $191.5 million.
